March 26, 1952 


His Excellency Shaikh Abdulleh Sulaiman 

Minister of Finance of the Kingdom of Saudi Arabia 
Jidda, Saudi Arabia 

Your Excellency: 

For some weeks Mr, Stacy and I have been discussing the 
Government's budget system and the proposed budget for the financial 
year 1371-72 with Shaikh Houssein Jasteniya, Director General of 
Finance, end Sayed Ali Fad'ak, Director of Budgets. Through the fine 
cooperation of these members of your staff we have already received 
much helpful and informative material upon which to begin working 
toward recommendations which will be made in the future. lie are most 
favorably impressed with the work which has already been done to 
provide a sound budget system, but feel that we can assuredly pro- 
vide recommendations for its further perfection, 

It is not yet appropriate to suggest the making of changes 
in the budget system since much more information should be studied 
to assure that all facts and conditions are know, However, it is our | 
thought that, before expending intensive effort on any specific matter, | 
your advice as to the matters you consider to be of first urgency 
should be given us, 

We have observed that opportunities for improvement of the 
budget system exist with respect to the matters to which we refer 


below: 


1. 


2, 


3, 


4, 


5. 


The institution of a new classification system for itemizing 
budgetary accounts, making use of existing accounts but changing 
the order and arrangement, in such a manner as to more clearly 
show the aims of the government for public works and develope 


ment of the country is desirable. 


The institution of a system by which it may be possible to pre- 
determine, by means of percentages, the apportipnment of 

revenues to various Ministries, Departments and other activities 
of the government in accordance with the over-all aims for advance- 
ment of the people of the Kingdom and development of the 

resources of the Kingdom, 

A system whereby budgets are set up in terms of actual currencies 
to be received and expended should lead to better planning of 
foreign exchange activities, and more accurate forecasting of 


revenues and expenditures, / 


The institution of a requirement that Ministers and Department 
Heads provide themselves with a technically skilled official to 
handle budget and accounting matters should lead to more accurate 


and more promptly submitted budget requests. 


The budget requests should contain more detail as to number of 
persons to be employed, their functions, and the pay standards 
applied in their employment, A very large part of total expendi- 
tures is for pay of one kind or another, it is important to know 


that skilled people and labor are not being mis-assigned or 
wasted, 


7 


% 


10, 


ote 


Nearly a third of the budget for 1371-72 is to be expended for 
new construction and for repair and maintenance of existing 
structures, We believe that improvements in the system of 
authorizing, scheduling, and financing construction would 
result in more efficient use of the money being spent for this 


item, 


The system for reporting revenues and expenditures of government 
owned and operated enterprises in the budget could be misleading 
as to total net revenues available for other purposes; improvee 


ments in this respect can be made, 


The installation of a system which requires that estimated expendie 
tures be shown by actual monthly or quarterly cash requirements 

for each activity, rather than one which divides totel estimates 
into twelve equal parts, should yield benefits in cash savings, 

and improved financial planning, 


More information as to equipment and supplies on hand (inventory) 
and intended use of new equipment and supplies should be required 
with the budget estimates so that possible unnecessary or wasteful 


practices may be avoided, 


A system whereby accounts are kept on the basis of commitments, 
and reservations for cash therefor, rather than on the basis of 
recognizing obligations only when actually due, would avoid 
situations which cause delay in payment of such routine expenses 
as Selaries, wages and regularly anticipated local accounts, Such 
a system of "obligation accounting" would be particularly valuable 
at the "activity" level, 


Undoubtedly, as our study progresses, additional areas for 
special attention will develop. For the present, however, an indie 
cation from you as to priorities as among the projects» listed above 
would be most helpful, We will then continue to discuss these 
matters with Shaikh Houssein Jastaniya and develop our specific 


recommendations, 


Respectfully yours 


Arthur N, Young 
Financial Advisor to the 
Kingdom of Saudi Arabia 
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Shaikh Houssein Jastaniya 
tens Seal ta 
My dear Shaikh Houssein: 

In studying the Budget Decree and the other documents 
surrounding the Decree, especially the letter by which His Excellency, 
the Minister of Finance transmitted individual Budgets for 1371-72 
to the Ministries and Departments, I find no mention of requirements 
as to the things which must be stated for next years (1372-73) 
budget estimates by the Ministries and Departments. Again, looking 
back to Budget Bulletin No,l issued by His Excellency on 5/1/1371, 

I assume that a revision of Budget Bulletin No.1 will be issued to 
call upon the Ministries and Departments for their budget, estimates 
for the coming year 1372-73, 

With the thought in mind of suggesting some helpful additions 
to the budget submissions soon to be called for, I have prepared 
a list of questions which, if properly responded to by Ministries 
and Departments requesting funds, should make easier your task of 
evaluating budget requests and recommending approval or disapproval 
of specific items, It is also my thought that, if the information 
called for in these questions is not already being supplied to you, 
the revision of Budget Sulletin ‘o,1 should contain the requirement 
that these questions be answered, fully and carefully. ‘The questions 
which I list below, fall under three main headings - Program, Revenues 
and Expenses and are aimed at developing more specific information 
as to the financial planning done by llinistries and Departments 
in preparing their budget requests, You may also observe that for 


the present I have aimed my suggested questions at subjects which 
relate to tho larger elements of expenditure, leaving for the future 
the development of more detailed information on smaller elements, 


The questions I suggest are as follows: 
For each Ministry and Department - 


_ PROGRAM 


A, What are the basic purposes of the Department - 
in broad terms? 


B, What are the specific programs of the Department, 
1, Operations 
2, Construction 


C, What are the specific long range objectives of 
the Yepartment 7? 


D. What were the specific accomplishments during 
the current year ? 


1. Operations 
2. Construction 


E, What are the specific objective accomplishments 
to be aimed at for the coming year? 


1. Operations 


2. Construction 
REVEN 


1. What are the Ministry's or Yepartment's sources 
of revenue? 


2, What are the elements affecting the amount of 
revenue received during past year - and for 
coming year? 


3. Kevenue collected past year 
a. Ourrencies recel ved 4 


b. Total in SR (converted at SB 4 per Aly ‘ 
SB 10 per £) 


4, 4stimated revenue to be collected during 
coming year. 


a, Currencies received 
b. Total tn SR (converted at SR 4 per fl. 
or SR 10 per &) 


EXPENDITURES 3 


Personel Services ( Office and supervisory) 
Show for the linistry or Department - 


1. Organization chart (functional) 
2. Number of employees to each functional unit 


3. Individual salaries, allowances (other 
than in kind) 


4. Cost of allowances in kind ( housing, food, ete) 
5. Other personal services cost 

Mai ° 
L, List each building - explain use 


2, "how cost of custodial service (cleaning, guard) 
each building or structure 


3, Show cost of electricity - each bldg, or mwiiee / 


4, Show cost of water - s 8 » 8 
5. eir salt a are to be done during year - 
ry each building or structure 


Laintenance ond repair - -quipment and Furniture 
1. List equipment end furniture in use or in stock, 


Oe 


4, 


Is maintenance and repair done (a) by agency 
staff , (b) by other Department, (c) or on 
contract? 


If (a), list staff (saleries and allowances) 
list purchases required for maintenance and 
repair. 


If (b), explein procedure for obtaining service, 
basis of charges, basis of payment. 


If (¢), explain how contracts are let, how 
billings are made, how payments are made. 


Itemize repair and maintenance costs. 


CONSTRUCTION; 


A, Yompletion or continuation of Construction begun in 
previous years; 


1. 
2. 
5. 
4, 
5. 


5. 


Name and purpose of each project (number if any) 
When started 
Percent completed - beginning of new year. 
Percent to be completed end of new year, 
Actual cost to date (beginning of new year) 
&, Labor 
b. Materials 
c. Overhead 
Estimate cost for coming year 
a, Labor 
b. Materials 
c. Overhead 
Estimate total cost of project 
Estimate completion date 


0 0 


CONSTRUCTION : 
B, llew Projects: 


l. 
a. 
oe 


o 


Name and purpose of each project (number if any) 
“hon will project be sterted ( date) 
Lstimate total cost of project 

@, Labor 

b. Materials 

c. Overhoad 
Sstimate time for completion of project, 
Ustimate cost during coming year 

a, Labor 

b. Materials 

c. Overhead 


4Sptimate percent of completion coming year. 


i. 


Major equipment and supply on hand 
a. Automotive ( number and type) 
b. Yonstruction ( number and type) 
c. Machines (number and type) 


d. Office furniture and supplies ( no. and type) 


quipment and supply needed (additional ) 
8. “utomotive (Number ond type ) - total cost 


b. “onstruction " . 4 " ® 


c. Machines ° Me. “i ® 


ad. Office - ? = + 3 


3. Major aaa and supply to be abandoned, sold 
or rebull 


a. Automotive ( number and type) 


b. Yonstruction * bs " 
c. Machines . 5 : 
ad. Office rie 


4. Estimated cost, of additional equipment and supply 


I would be most happy to discuss this matter with you and your 
steff in the near futwre, My only hope continues to be that among 
all the foregoing you may find some suggestions which you believe 
to be worthy of adoption, If that becomes the case, I would be 
delighted to make formal recommendations royerding the things we 
agree upon, 

Please permit mo again to express wy admiration for the 
excellent work you sre doing, end to convey my continued good wishes 
for your health end prosperity, 

Sincerely 


John A, Stacy 
Budget Advisor 


() c/o American Embassy ) 
Jidda, Saudi Arabia 


March 9, 1952 


His Excellenty Shaikh Abdullah Sulaiman 
Minister of Finance of the Kingdom of Saudi Arabia 
Jidda, Saudi Arabia 


Your Excellency; 


For some weeks }r. Stacy has been studying such 
material relative to the SAG budget as has been made avail- 
able to him by the Director General of Finance and from my 
office files. 


It is not appropriate at this point to begin to 
make proposals for changes or improvements in the budget 
system since much more information must be studied to as- 
sure that all facts and conditions are known. However, 

a specific list of proposed matters for study and improve- 
ment has been prepared and is attached, Also attached is 
an explanation of each matter listed, 


It is our thought that, before expending inten- 
sive effort on any specific matter, your advice as to the 
matters which you are most interested in improving should 
be given us. Accordingly we would a;preciate an indica- 
tion from you as to the order in which you prefer to have 
vr. Stacy carry on his proposed program. With your ad- 
vice we will continue, as you requested, to develop these 
subjects with the Director General of Finance and his 
staff. 


Respectfully, 


Arthur N. Young 
Financial Advisor to the 
Kingdom of Saudi Arabia 


1. 
2. 


3. 
4, 
5. 
6. 
7. 
8. 
9. 


O 


BUDGET PROPOSALS 


Specific Matters for Development 


Distribution of Government Revenues 


Showing of Revenues and Expenditures by 
Currencies 


Salaries and Wages 

Construction 

Government Owned and Operated Enterprises 
Receipts and Disbursements Patterns 
Obligation Accounting 

Equipment and Supplies Budgeting 


Organization of Budget, Accounting and 
Audit Activities 


/) 
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BUDGET PROPOSAL 


/, BS Distribution of Government Revenues: | 


The matter of making government income stretch to cover the many 
demands made upon such income by those who govern and have the re- 
sponsibility for assuring the steady and beneficial development of 
the country's economy and physical well being is one which in the 
first instance requires careful planning and in the second careful 
control, 

The planning of the proper utilization of the country's income 
usuelly involves the making of choices of alternative uses of that 
revenue remeining at the government's disposal, after the deduct~ 
fon of prior claims, state debts and the like, To express these 
choices in terms which can be of use in planning, in establishing a 
budget, and later, in controlling the actusl expenditure of net 
incomes it 1s most convenient to establish certain initial percentage 
apportionments of the whole net income to the various: activities 
(Ministries end Departments) of th: government, 

These percentage apportiontents should be fixed Fiest, with 
regard be thd priorities assigned to activities desired to be cerried 
on by the government, and eoeon, with regardto the relative cost 
of each program as shown by actuel experience of the past. Either 
of these two factors ere naturally subject to change = in times of 
threatened involvment in hostilities, the priority of defense 
activities rises - in times of threatened famine and Plague, the 
priority of health and welfare activities will rise; likewise, hen 


food end living costs are constantly rising the cost of services of 


educated and skilled teachers and engineers may force en increase in 


normal percentage apportionments to those activities employing such 








any 


people, All of these, often multitudinous, adjustments should, 
however, be accomplished by good administration within only 100 
percent of the country's net revenue. 

The best approach to budgeting the use of states' revenues on 
the basis described is usually to (consider-the second-factor cited 
-ebove-ehead- of the first,—Thet—ts,to) study the records and statistics 
which show actual experience information on past ellocations to various 
government activities (Ministries and Departments), This approach 
sllows the development of much factual information which will help 

3 anor 

when applying the tests taplied-tnthefiret—tector-mentioned, To do 
this, all available information on actuel expenses of each Ministry 
and Department for at least three years past should be collected, 
enelyzed and cherted, 

This seme epproech would be of considerable value in assisting 
individuel Ministries and “epartments, internally, to better eveluate 
the overall uses to which the moneys allocated to them are put 
internally, 

These same percentage allocations which are used in budgeting 
become control figures when the budget 1s finally fixed, Uxpendi- 
tures must, through proper accounting, be kept within percentage 
allocations, Vertous recommended devices for insuring the 
effectiveness of this control will be covered in a later Budget 


Proposal, 


wv 
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BUDGET PROPOSAL 


*, @, Showing of Revenues and Expenses by Currencies: 


At present budget estimates of revenues end expenses are con- 

verted to riyels at a fixed conversion rate for each type ‘currency, 

This practice gives rise to the necessity’ mainteining a clearing 

account to adjust the estimates as actuel exchanges of foreign currencies “Lt 
effected, This system is not a bad one, but could, perhaps, be im- 

proved upon, 

The suggestion 1s made that budget estimates, both of income and 
expense be prepared, not only in riyals but in the actuel ouprenetg a 
required, This would be fairly simple for reporting estimated revenues, 
and not too difficult in reporting estimated expenses, since buying and 
contracting patterns sre fairly firm and consistent, So far as possible 
estimates of currencies received or required ghould be broken dom by 
months or querters, so that the contvel_financted gency would be best 
guided in its foreign exchange activities, 

The principal adventages of this change would be: 

1, Foreign exchange activities could be planned in advance 

for the Government as a whole; reducing the number of 
individual transactions and the consequent possibilities 
of losses and expense on foreign exchange transactions, 


2 


By knowing foreign exchange needs in advance the cemtre} 
Sisonstets downey would be in position to schedule needs 

and teke advantage of most favorable exchange conditions 
throughout the year, for each required currency-emergency, 
and small foreign exchange transactions, which ere the 


most costly, would be eliminated or greatly reduced, 


2. 


Se 


4, 


The centralizing effect of this system would reduce or 
eliminate the possibility of two or more Saudi Arabian 
Government Ministries or Departments competing in local 
or foreign markets for foreign exchange - a condition 
which tends to drive costs of foreign exchange upward, 
The burden of accounting would not be increased and might 
even be reduced since the somewhat cumbersome system 
involved in converting, edjusting and re-converting to 


riyals would be eliminated, 


- & @erch 4, 1952 


BUDGHE PROPOSAL , y 
Het a ge os Yu reat ye “Al L Gust ; 


,% Salaries and wages Rees oyal Family, ‘Winisters i Depart- 


In order that the budget may be more clearly presented and better 





understood and reviewed, it seems imperative that more than mere S.R. 
totels for salaries and wages be presented by Ministries and Depart- 
ments in their budget requests. 

Budget presentations should provide a breakdown of this item show= 
ing number of persons employed and to be employed during the year in 
total by the Ministry or Department and should show the functions per- 


formed or to be performed by each person or by specified and numbered 


“ pi Ray, wf te% wetem : RA AW WAAAY 


groups of persons, % Vu 

7 "tt is noted from the budgets reviewed thus far that very large 
portions (more than half) of total budgets are to be required for 
salaries and wages. When viewed in total it is difficult to show 
clearly the many public benefits and governmental functions which are 
being, or will be, performed in return for so large a portion of the 
total budget. The benefits to good government administration and to 
good husbandry of funds are many, for example: 

1. ‘The government would know its total needs for manpower and 
could better plan over-all recruiting. 

‘ 2. The government could have a better control over the uses to 
which skills and labor were put. 

3. ‘The government would have a general index for over-all com= 
parison of average salaries and wages paid for various 
functions by the several Ministries and Departments. 

4. The government may be able to develop a means for more 
closely estimating salaries and wages S$.R. needs by re- 


capturing and reserving savings from "lapses" which if 


unknown such savings might be diverted to other purposes 


$ -2- @ 


than those stated. ("Lapses" refers to the amounts of salary and wages 
estimates which are not actually spent due to: (1) failure to recruit 
and employ on the first day of the new financial year, all of the 
additional employees called for in any budget, even though salaries 

and wages may have been estimated on a full year basis; (2) savings 
occurring when an employee resigns or leaves his job, and the job 


remains unfilled over a period of time, until a replacement is found.) 


a 


March 3, 1952 


BUDGET PROPOSAL 


A, Construction 


{should be @ a completely separate item in the budget, apart 
from all other items, Set ujlon & project basis for each individual 
item, house, garage, dam,’ office building, warehouse, residence, ‘etc. 

Money for construction, including construction equipment and 
materials, should be advanced by Ministry of Finance only as con- 
struction actually proceeds. This should prevent diversion of con= 
struction funds for other purposes, and assure that projects once 
started will be financed to ultimate completion without dislocation 
of future year budgets. 

If possible, a central agency responsible for all construction, 
perhaps the Department of Development or the Office of Mines and 
Companies, should tine ‘ehabike debaters reouired by the total 
Government so that the Budget Director would know definitely the 
amounts which were actually to be spent during a given year. lo 
amount should be allowed in any budget for construction which cannot 
be completed within the budget year. Such central agency might be 
required to review and approve all requested construction by any 
part of the Government. Then, to certify to the Budget Director 
that a certain designated amount of construction representing so 
many man-hours of labor, so much material, so much equipment, could 
reasonably be completed during the year, at a stipulated cost. 

Costs estimated should be broken down (itemized) by Ministry or 
Department requesting, by project, by amount for supervision (ine 
cluding plans), labor, materials and equipment. The Budget Director 


would then allow only necessary moneys for construction work certi- 


fied in this manner, 


é > @ 

For projects which reouire more than a year for completion, 
reserves of funds needed in ensuing years should be established to 
be held in the custody of the Ministry of Finance to assure that 
moneys will be available as needed in future years. For example, 
the Minister of Defense would inform the central agency that a new 
airport was required at some specified point, providing the agency 
with plans and specifications. ‘The central agency would assign a 
high priority (assumedly) to such request, but would find that even 
under best conditions, in the light of other necessary construction, 
it would take three years to complete the airport including all needed 
runways and buildings. The central agency would then estimate the 
amount of work that could be completed on the airport during the 
financial year and would certify to the Budget Director the esti- 
mated money requirement for the first year, and for the total 
project. The Budget Director would then allow the first year cost 
in the budget of the Minister of Defense and would pay the balance 
of estimated cost into a reserve for completion of the project held 
by the Ministry of Finance, 

As a means of further control, the central agency should, at 
the midpoint of each year, review the status of all approved con- 
struction projects and advise the Budget Director as to projects 
which were proceeding ahead of schedule and might require more funds, 
and as to projects which were proceeding behind schedule and would 
not require all of the funds allotted. In all cases funds originally 
allotted for construction purposes should either be spent on the 
project for which allotted or returned to general or reserve funds 


of the treasury. 


hy 


ca 
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BUDGET PROPOSAL 


Government Owned and Operated Enterprises: 

The Saudi Arabian Government owns and operates a number of 
quasi-commercial type enterprises such as the telegraph office, the 
telephone office, the post office, water di stillfation plants, 
government printing press, alrlines, etc, and seyemml additional such 
enterprises may be added in the future, At the present time it appears 


Qe? 
that for budget and accounting purposes! revenues from these enter- 


prises are included in-gposemount_os 2 pept—ol total estimated 
income of the Saudi 4rabien Government, Similerly, enticipeted exe 
penditures of these enterprises are listed in the same part of the 
budget which carries all other expenses for the operation of the 
generel government, It is felt that thie system could be improved 
by substituting a system whereby revenues of these enterprises ere 
directly related in the budget to expenses of the enterprises, in 
the revenues portion of the budget, by showing as true Government 
revenus, the net revenue efter subtracting expenses from gross 
revenue, 

For example, in the published estimates for financial year 
1370-71, estimates for total revenues from Telegraph, Posts end 
Telephones (SR 4,340,660) were shown under Revenues, Sect, 3, 
Products of Industrial Development and included in such amount es 
part of the total revenues to be avallable for Government expendi- 


ture, However, under Expenditures, Item 12, there is shom an 


estimate of SR 8,095,000 for expenditures for operation of Posts, 
Telegraphs and Telephones Department, By relating these two figures 

in the budget, it can be seen that not only will there be no net 

revenue from these enterprises, but that an actual loss is expected 
(SRB,095,000 lese SK4,340,000) which must be peld from other income 

of the Government, The same sort of condition appears with regard 

| Sele 


to the Saudi Arabian Airlines, Government printing press, and the ae 


4ute 


officiel Government newspaper, There is no question but that these 
important enterprises are needed even if subsidized to a certain 
extent out of other government funds when avallable, but by relating 
the revenue and expense elements of these enterprises in the budget 
it 1s easier to see emounts required to keep them running, over and 
above the revenue which they generate, 
Benefits to be derived in changing the manner of reporting on 
government owned and operated enterprises are as follows: 
1, Tends to remove, to-senms—extemt, the impression that 
gross revenues from this type of government activity 
are truly available for general expenditures of the 
Government, 
2. Shows the actual extent of government subsidy re- 
quired to keep these enterprises running - whether 
they are at a profit or e loss, 
3, Provides more incentive to the managements of these 
enterprises to operate at e minimum of cost to show a 


better management record, 


March 8, 1962 
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BUDGET PROPOSAL 


6, & d Disburs atte : 


Budget estimates ere at present called for on the basis of 
annual receipts and requirements only, Moneys are apparently dis- 


bursed on a monthly basis which, in general, provides for e straight 


one-twelfth of the annual totel per month to be peld to each activity. 


Deviations end exceptions from this rigid pattern must receive the 
epproval of the Minister of Finance, 

If annuel estimates of receipts and expenditures were divided 
by each Ministry and Department into monthly or perheps querterly 
parts - showing enticipated peak months for receiving income and 
enticipated peak months for paying expenses, recognition would be 
Given to the plein fact that neither revenues nor expenses normally 


Givide themselves exactly equelly over each of twelve months, By 


accepting the estimeted breekdown of receipts and expenses provided by 


the Ministry or Depertment concerned, (provided, of course, that the 
total annuel budget is not exceeded) at the beginning of the year, 
much saving of time, money and effort might be realized, 

Advantages to be anticipated from changes in the present system 

are: 

1, Sxcess of recelpts over expenditures for each month can 
be recaptured and held in reserve for future needs, re= 
ducing the temptation to expend funds more freely then 
contemplated in the budget, 


2, Paper work, special epprovals, by the Minister of Finance 


should be reduced, since many normal deviations from 
monthly needs could be anticipated and approved in advance 


in the reguler budget. 





BUDGET PROPOSAL 


7, Obligation Accounting: 


Obligation eccounting is a term used to designate o system where- 
by short term ( one week - severel months - but less then one yeer ) 
reserves ere established to assure the avellebility of cash to pay 
known end specific costs of any kind coming due ageinst allotments 
of operating funds. Under this system, the likelihood of creating 
a budget deficit in any Ministry of Department is reduced to that 
minimum of probability represented by emergency and completely un- 
forseen outlays, Further, the system provides greater opportunity 
to essure that normal payrolls, bills end other expenses can be 
met without delay or deferment. 

A system such as this may exist at present in many departments 
in some form or another, but « formal uniform plan is highly to be 
desired, In any case much study in respect to this matter seems 
desirable, 

Under the obligation accounting system, monthly ( or quarterly) 
budget allotments are charged immediately upon receipt with 
"obligations" for payroll expense for the period, and other knom 
end specific charges, regardless of when these bills ere actually 
paid, Only the belence of the periodic sllotment is then available 
for other purposes, Other expenses will not be allowed to run to 
the extent of delaying or postponing actual payment of current accounts, 
The effect of emergency or unforseen expense on the perfodie budget 
Will be known much earlier, through this system, and may more likely 
be dealt with on such a basis es not to disturb the normal peyment of 





salaries and bills, It is desirable further that normal end forseen 
expense receive prior consideration whenever possible, over the 


emergency expenses, which should be the ones deferred or eliminated 


if necessary. This system makes the choice of action apperent et 


an earlier time and should make the choice easier. 





8. 
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BUDGET PROPOSALS 


Equipment and Supplies Budget: 

In the budgets reviewed thus far it has been noted that 
estimates for equipment and supplies are listed only as to the total 
riyal needs, Under this method, it is difficult to determine the 
exact unit requirements and type of equipment end supplies to be 
purchesed, 

The present system should be revised to require that budget 
requests for funds to cover equipment and supplies show the follow ng: 
(1) Exact names of ell items required, (2) number of each item on 
hand, (3) additional number of items to be purchased, (4) estimated 
unit cost of additionel items requested, (5) total cost of each 
item requested, Zach Ministry and Department should, of course, 
explain the need for additional requests in the light of (1) quenti- 
ties already on hand, (2) consumption or use rates, (3) demands of 
the program on which the equipment and supplies are to be used. 

Certain very desirable advantages would emerge from the re- 
vision proposed: 

1. The 5udget Director would have a means for raising 

questions directed against unnecessery accumulations 
of equipment and supplies in inventory. 

2, The Minister of Finance would be in position to 

locate and direct trensfer or other disposition of 


surplus equipment end supplies, 


Unit costs of one Ministry or Department could be 
compared with unit costs of other Ministries or 
Departments to see that ell parts of the Government 


were obtaining the best possible prices for their 


' needs, 


A means for detecting poss{ble wasteful or improper 
use of equipment and supplies would be created. 
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BUDGET PROPOSAL 


9, Orgenization of Budget, Accounting end Audit Activities: 


It {s our understanding thet the Saudi Arabien Gdvernment Budget, 
Accounting end Audit activities, from the standpoint of policy and 
procedure, are the responsibility of the Director General of Finance 
upon delegated authority from the Minister of Finance, The Director 
Generel of Finance has under him a Director of Budgets end a Chief 
Accountent, plus a general steff of some 500 other employees, all 
having offices in Mecca, 

The duties of the Director General of Finance we understend, are: 
(1) to prepare and issue annuel bulletins (signed by the Minister of 
Finence) giving instructions for the preperation end submission of 
annual budgets by Ministries and Departments of the Seudi Arabian 
Government; (2) to receive and examine budgets submitted to see that 
they have been prepsred in accordance with instructions; (3) to 
discuss budgets submitted to them with Ministers ( or their designeted 
representatives) and Department heads; (4) to recommend final budget 
ellowances for each Ninistry end Depertment to the Minister of 
Finance; (5) to establish control accounting ( and keep accounts) 
to see that budgets ere adhered to as finally approved by the Minister 
of Finance; (6) to approve all expenditures within approved budgets, 
and to make recommendations to the Minister of Finance regerding all 
proposed expenditures which are not included in approved budgets; 

(7) to report on actual expenditures of oll government agencies as 
compared with approved budgets, The Director Generel may have addi 
tionel duties, but we have not as yet gone beyond the scope indicated 
above in explaining his activities, . 


a 


& 


In view of the tremendous burden of responsibility which has 
been delegated to his office, and since eny improvements mede in the 
isiton would depend for their success on the effectiveness end 
efficiency of his office, it seems imperative that considerable study 
and thought be given to the adequacy and appropriateness of the 
organization of the office of the Director General of Finance, 

Specific questions which, through study, should be answered 
ere: 


How per Te the information gathering system of the 


w 
- 


office? 


nm 
- 


How current is the steff able to maintain its accounts? 


a 
- 


How is the steff of the office divided as to function? 


~ 


What are stenderds of competence of the staff? 


a 
- 


What training and assistence in budget preparation is the 
office able to supply other Ministries and Departments? 


6, What steff should the office heve for "5", What contects 


with Ministries and Departments? 
7, What controls over receipts end disbursements of actual 
moneys does the office have - what does it need? 


8, What facilities for "on site" examination end audit does 


the office have? (st Ministry and Department offices) 


9, What affect would previous Budget Proposals heve orf 


on organizational needs of the office? 


c/o American Embassy 
March 29, 1952 


8 Excellency Shaikh Abdullah Sulaiman 
Minister of Finance of the Kingdom of Saudi Arabia 
Jidda, Saudi Arable 


Your Excellency: 





For some weeks lir, Stacy and I have been discussing the Govern- 
ment's budget system and the ppoposed budget for the financiel year 
1371-72 with Shaikh Houssein , eee Director General of Finance, 
and Sayed Ali Fad'ak, “irector of Budgets. ‘Through the fine cooperation 
of these members of your staff we have already received much helpful 
and informative material, This material has enabled us to make pre- 
liminary comments on the proposed budget, and to begin working toward 
recommendations to be made in the future. ‘“e are favorably impressed 
with the work which the Ministry of Finance has done to introduce a 
sound budget system, We realize that the development of such a system 
is still in the earlier stages, and feel that we can provide recommend+ 
ations for further improvement, 


Before suggesting changes in the system we need much more 
information to assure that all the significent facts and conditions 
are known, But before doing detailed work on any specific budgetary 
problem, we wish your advice as to the problems you consider to be of 
first urgency end importance, 


We have observed that opportunities for improvement of the 
budgetery system exist with respect to the following matters: 








1, Institution of e requirement that each Minister and Department 
head provide himself with a technically skilled official to hendle 
budget and accounting matters, ‘This should lead to better liaison with 
the Ministry of Finance, the ready discussion of plans for improvement 
of procedure, and more accurate and promptly submitted budget requests 
ih future. 


2. Institution of a new system of classification of budgetary 
accounts, Such a system would make use of existing accounts, but would 
change the order and arrangement, It would show more clearly the over- 
all budget situetion, and in perticuler would make plain the aims of 
the government for public works and development of the country, 


3, The setting up of the budget in terms of actuel local and 
foreign currencies to be received and expended, This would lead to 
better plenning of foreign exchange activities end more accurate 
pk HS of revenues end expenditures, 











4, Installation of a system to require that estimated expendi- 
' tures be shown by actual monthly or querterly cash requirements for 
each activity, instead of dividing total estimates into twelve equal 
parts, Such arrangement will lead to cash savings end improved 
finencial planning, 









5. Provision of information as to equipment and supplies on 
hend (inventory) and intended use of new equipment and supplies should 
be required with the budget estimate of each agency so that possible 
unnecessary or wasteful practices may be avoided. 


6, Setting up a procedure whereby all budget requests contain 
more detail as to number of persons to be employed, their functions, 
tnd the pay standards applied to their employment, A very large part 
of total expenditure is for pay of one kind or another, and it is 
important to essure that skilled men and labor are properly assigned 
and paid according to responsibility and quelifications, and not 
wasted, 


7, A system whereby accounts are kept on the basis of commit- 
ments, and reservations for cash therefor, rather than on the basis of 
recognizing obligations only when actually due, would evoid delay in 
payment of such routine expenses as saleries, wages end regularly 
anticipated local accounts, Such a system of "obligation accounting" 
would be particularly veluebhee at the “activity" level, In this 
manner, cash would be reserved at the beginning of each monthly and 
quarterly period to cover specific known costs to be met during the 
period and could not be spent for any other purpose. 


8, Improvement of the system for reporting revenues and ex- 
penditures of government owned and operated enterprises, The present 
system does not clearly show the financial results of these enter- 
prises, or the total net revenues of the Government that are available 
for other purposes, 


9, Improvement in the eek ge authorizing and finencing 
construction, including e forecasé of the time schedule, thus result- 
ing in more efficient use of the money being spent for this purpose, 
Nearly a third of the budget for 1371-72 is to be expended for new 
construction and for repeir and maintenance of existing structures, 











































10, ‘Institution of a system whereby certain parts of the budget 
of expenditures which relate to ordinary operations of the 
Government Departments would remein relatively fixed and be treated 
es a first charge on the national revenues; and the large but 
variable amount of revenues over end above the funds needed for these 
routine operations would be allocated (1) to purposes of develon- 
ment and (2) to reserves for strengthening the currency and te 
protect against a possible decline of oil] revenue at some future 
time, 


Undoubtedly as our study progresses additional areas for 
special attention will develop, 


Wo have been giving preliminary study to all of the above items, 
but an indication from you as to which of them you feel should 
be developed first would be most helpful, and will aid us in 
continuing discussions with Shaikh Houssein Jastaniya end Sayed 
Ali Fad'ak and in developing our specific recommendations, 


Pinally we would point out that early creation of the Monetary 
Agency would greatly facilitate the handling of some of the matters 
mentioned above, 


Respectfully yours 


Jonn 4, Stacy Pe; Arthur N, Young 
Budget Advisor Financial Advisor to the 


Kingdom of Saudi Arabia 




































His Excellenty Shaikh Abdulleh Suleiman 
Minister of Finance of the Kingdom of Saudi Arabia 
Jidda, Saudi Arabia 


Your Excellency: 






For some weeks Mr. Stacy has been studying such 
material relative to the SAG budget as has been made avail- 
able to him by the Director General of Finance and from my 
office files. 


It is not appropriate at this polnt to begin to 
make proposals for changes or improvements in the budget i 
system since much more information must be studied to as- 
sure that all facts and conditions are known, However, 
a specific list of proposed matters for study and improvee i 
ment has been prepared and is attached. Also attached is ah 
an explanation of each matter listed, 


It is our thought that, before expending inten- 
sive effort on any specific matter, your advice as to the 
matters which you are most interested in improving should 
be given use Accordingly we would a,preciate an indica- 

tion from you as to the order in which you prefer to have ‘ 
FF Mr. Stacy carry on his proposed program. With your ad- § 
vice we will continue, as you requested, to develop these 


i subjects with the Director General of Finance and his 
e staff. Ff 
i Respectfully, . 
® 

Arthur , Young ; 


Financial Advisor to the 
Kingdom of Saudi Arabia 


BUDGET PROPOSAL 


3. Distribution of Government Revenues: 

The matter of making government income stretch to cover the many 
demands made upon such income by those who govern and have the re- 
sponsibility for assuring the steady and beneficial development of 
the country's economy end physical well being is one which in the 
first instance requires careful planning and in the second careful 
control, 

The planning of the proper utilization of the country's income 
usually involves the making of cholees of alternative uses of that 
Yevenue remaining at the government's disposal, after the deducte 
fon of prior claims, state debts and the like, To express these 
choices in terms which can be of use in planning, in establishing a 
budget, and later, in controlling the actusl expenditure of net 
incomes it fs most convenient to establish certain initial percentage 
apportionments of the whole net income to the various activities 
(Ministries and Departments) of the government, 

These percentage apportionments should be fixed first, with 
regerd to the priorities assigned to activities desired to be carried 
on by the government, and second, with regard to the reletive cost 
of each program as shown by actuel experience of the past, Hither 
of these two factors are naturally subject to change - In times of 
threatened involvment in hostilities, the priority of defense 
activities rises - in times of threatened famine and plague, the 
priority of health and welfare activities will rise; likewise, hen 
food and living costs are constantly rising the cost of services of 
educated and skilled teachers and engineers may force an increase in 
normal percentage apportionments to those activities employing such 4 





“people, All of these, often multitudinous, adjustments should, 
however, be accomplished by good administration within only 100 
percent of the country's net revenue, 

The best approach to budgeting the use of states’ revenues on 
the basis described is usually to consider the second factor cited 
ebove shead of the first, Theat is, to study the records and statistics. 
which show actual experience information on past sllocations to various: 
government activities (Ministries and Departments), This approach 
sllows the development of much fectuel information which will help 
when applying the tests implied in the first factor mentioned, To do 
this, ell available information on actual expenses of each Ministry 
and Department for at least three years past should be collected, 
analyzed and charted, 

This same epproech would be of considerable value in assisting 
individuel Ministries and “epartments, internally, to better evaluate 
the overell uses to which the moneys allocated to them are put 
internally, 

These same percentage allocations which are used in budgeting 
become control figures when the budget 1s finally fixed, Mxperidt- 
tures must, through proper accounting, be kept within percentage 
allocations, Verious recommended devices for insuring the 
effectiveness of this control will be covered in a later Budget 
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BUDGET PROPOSAL 
~7R Showing of Revenues end Expenses by Currencies: 


At present budget estimates of revenues end expenses ere cone 
verted to riyels at # fixed conversion rate for each type currency, 
This practice gives rise to the necessity msintaining e clearing 
account to adjust the estimates as actual exchanges of foreign currencies 
effected, This system is not a bed one, but could, perheps, be ime 
proved upon, 

The suggestion is made thet budget estimates, both of income end 
expense be prepared, not only in riyals but in the setuel currencies 
required, This would be fairly simple for reporting estimated revenues, 
and not too difficult in reporting estimated expenses, since buying and 
contracting patterns sre fairly firm snd consistent, So far as possible 
estimates of currencies received or required should be broken dom by 
months , or querters so that the central financiel agency would be best 
guided in its foreign exchange activities, 

The principal adventages of this change would be: 

1, Foreign exchange activities could be planned in advance 

for the Government as a whole; reducing the number of 
individual transactions and the consequent possibilities 
of losses and expense on foreign exchange transactions, 

2, By knowing foreign exchange needs in advance the centrel 

financial agency would be in position to schedule needs 
and take advantage of most favorable exchange conditions 
throughout the year, for each required currency-emergeney, 
and small foreign exchange transactions, which are the 
most costly, would be eliminated or greatly reduced, 


3, The centralizing effect of this system would reduce or 


4, 











| | 
‘ 
eliminate the possibility of two or more Saudi indiaha: 
Government Ministries or Departments competing in rosa | 
or foreign markets for foreign exchange = a condition ‘| 
which tends to drive costs of foreign exchange upward. | 


v 


The burden of accounting would not be increased and nije) 






i 
\ 


even be reduced since the somewhat cumbersome system | \ 






involved in converting, adjusting and reeconverting to, 
riyals would be eliminated, 





i “th order that the budget may be more clearly presented and better " | 
Understood and reviewed, it sos imperative thet nore then nore $.R. 
totals for salaries and wages be presented by vinistries and Depart} 
ments in their budget requests. 

Budget presentations should provide a breakdown of this item show. 


ef 


ing number of persons é@mployed and to be employed during the year in 


j 
total by the ‘inistry or Department ané should show the functions pere 4 
formed or to be performed by each person or by specified and numbered 
groups of persons. i 
Tt 4s noted from the budgets reviewed thus far that very large 
portions (more than half) cf total budgets are to be recuired for 
salaries and wages, “hen viewed in total it is difficult to show , 
Clearly the many public benefits and covernnental functions which are 
being, or will be, performed in return for sc large a portion of the ’ 
° 


total budget. The benefits to good jovernmont administration and to 
good husbandry of funds are many, for example: 

le ‘The government would know its total needs for manpower and 
could better plan over-all recruiting. 

R. The government could have a better control over the uses to 
which skills and labor wore put. 

5. ‘The government would have a general index for over-all come 
parison of averaye salaries and wages paid for various 
functions by the several ‘inistries and Departments. 

4, The government may be able to develop @ means for more 
Closely estimating salarice and wages Soh, needs by rex 
capturing and reserving savings from “lapses” which if 

im wnknown such savings might be diverted to other purposes 








stated. ("Lapses" refers to the anounts of salary and wages — 
which are not actually spent due to: (1) failure to veorait 
ploy on the first day of the new financial year, all of the 
employees called for in any budget, even though salaries 










and wages may have been estimated on @ full year basis; (2) savings 
ocourring when an employee resipns or leaves his job, and the fob 
Yem@ing unfilled over a period of time, until a replacement is found.) 





Hh, : Ge nstrugtion 
_ Should be made @ completely separate item in the budget, apart 
from @ll other items. Set upon a project baeis for each individual 


iten, house, garage, Gam, office building, warehouse, residence, ete. 


Money for construction, including construction equipment and 
materials, should be advanced by Yinistry of Finance only as con- 
struction actually proceeds, This should prevent diversion of con 
struction funds for other purposes, and assure thet projects once 
gtarted will be financed to ultimate completion without dislocation 
of future year budgets. 

Tf possible, a central agency responsible for all construction, 
perhaps the Department of Development or the Office of Nines and 
Companies, should time schedule construction required by the total 
Government so that the Budget Director would know definitely the 
amounts which were actually to be spent during a given yoar, Wo 
amount should be allowed in any budget for construction which cannot 
be completed within the budget yoar, Such central agency might be 
required to review and approve all recuested construction by any 
part of the Soyernuent, Thon, to certify to the Budget Director 
that @ certain designated amount of construction reprosenting so 
many manehours of labor, so much material, so much equipment, could 
ressouadly be completed during the year, at a stipulated cost, 
Costs ectinated should be broken cow (itemized) by Ministry or 
Department requestinc, by project, by amount for supervieion (ine 
cluding plans), labor, materials and eoulpment. The Pudget Director 
would then allow only necessary moneys for construction work certi- 

fied in thie manner, 





wes! 










pr which roquire more than a year for completion, 
g of funds needed in onewing years should de established to 
held in the custody of the vintstry of Pinanee to assure that 

moneys will bo available as needed in future years. Por example, 

4 the Minister of Defense would inform the central agency that a new 
airport was required at some specified point, providing the agency 
with plans and specifications. 
high priority (assumedly) to such request, but would find that even 








The central agency would assign a 






under best conditions, in the light of other necessary construction, 
it would take three years to complete the airport including al] needed 
















runways and buildings. The central agency would then estimate the 
amount of work that could be completed on the airport during the 
financial year and would certify to the Budget Director the esti- 
mated money recuirament for the firet year, and for the total 
project. The Budget Director would then allow the firet year cost 
in the budget of the winister of Defense and would pay the balance 
of estimated cost into a reserve for completion of the project held 
by the "inistry of Finance, 

As a means of further control, the central agency should, at 


the midpoint of cach year, review the statue of all approved cone 





struction projects and advise the Budget Director as to projects bh 
which were proceeding ahead of schedule and might require more funds, we 
and as to projects which were proceeding behind schedule and would 

not require all of the funds allotied. In all cases funds originally 
allotted for construction purposes should either be epent on the 

project for which allotted or returned to general or reserve funds 
of the treasury. 





BUDGET PROPOSAL 


J; %, Government Owned and Operated Enterori ses: 

The Saudi Arebien Government owns and operates a number of 
quasi-commercial type enterprises such as the telegraph office, the 
telephone office, the post office, water distilliation plants, 
government printing press, eirlines, etc, and several additionel such 
enterprises may be added in the future, At the present time it appears 
that for budget and accounting purposes revenues from these enters 
prises are included in gross amount as a part of totel estimated 
income of the Seudi Arabien Government, Similerly, mticipated exe 
penditures of these enterprises are listed in the same part of the 
budget which carries all other expenses for the operation of the 
general government, It is felt that this system could be improved 
by substituting a system whereby revenues of these enterprises are 
directly related in the budget to expenses of the enterprises, in 
the revenues portion of the budget, by showing as true Government 
revenue, the net revenue after subtracting expenses from gross 
revenue, 

Por example, in the published estimates for financial year 
1370-71, estimates for total revenues from Telegraph, Posts and 
Telephones (SR 4,540,066) were shown under Revenues, Sect, 3 
Products of Industrial Development and included in such amount as 
part of the totel revenues to be available for Government expendie 
ture. However, under Expenditures, Item 12, there is shom an 





f 





stimate of SR 8,095,000 for expenditures for operation of Posts, ' 
Telegraphs and Telephones Department, By relating these two figures ' 
in the budget, it con be seen that not only will there be no net 






revenue from these enterprises, but that an actual loss is expected 





(88B,095,000 Less $4,840,000) which met be paid from other income 
of the Government, The same sort of condition appears with regerd 
to the Saudi Arabian Airlines, Govexnment printing press, and the 
official Government newspaper, There is no question but that these 
important enterprises ere needed even if subsidized to a certain 
extent out of other government funds when available, but by relating | 


the revenue and expense elements of these enterprises in the budget 


ee 7S, 6. eee 
Oe ee ty = 


it is easier to see amounts required to keep them running, over and 
above the revenue which they generate, 
Benefits to be derived in changing the manner of reporting on 


government owned and operated enterprises are as follows: 


a 7 pe at 


1, Tends to remove, to some extent, the impression that i 


| 
«| 
24 


gross revenues from this type of government activity 
are truly available for general expenditures of the 
Government, 

2, Shows the sctual extent of government subsidy re- 
quired to keep these enterprises running - whether 
they are at a profit or es loss, 

3. Provides more incentive to the managements of these 
enterprises to operate at a minimum of cost to show a 
better management record, 





